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does not apply to contracts distributed
to or owned by a participant prior to
September 17, 1985, unless additional
contributions are made under the plan
by the employer with respect to such
contracts.

(ii) In the case of a contract owned
by the employer or distributed to or
owned by a participant prior to the
first plan year beginning after Decem-
ber 31, 1988, paragraph (e) of this sec-
tion shall be satisfied if the annuity
contracts described therein satisfy the
requirements in §§ 1.401(a)–11T and
1.417(e)–1T. The preceding sentence
shall not apply if additional contribu-
tions are made under the plan by the
employer with respect to such con-
tracts on or after the beginning of the
first plan year beginning after Decem-
ber 31, 1988.

(2) Interest rates. (i) A plan that uses
the PBGC immediate interest rate as
required by § 1.417(e)–1T(e) for distribu-
tions commencing in plan years begin-
ning before January 1, 1987, shall be
deemed to satisfy paragraph (d) of this
section for such years.

(ii) For a special exception to the re-
quirements of section 411(d)(6) for cer-
tain plan amendments that incorporate
applicable interest rates, see section
1139(d)(2) of the Tax Reform Act of 1986.

(3) Other effective dates and transi-
tional rules. (i) Except as otherwise pro-
vided, a plan will be treated as satis-
fying sections 401(a)(11) and 417 for plan
years beginning before the first plan
year that the requirements of section
410(b) as amended by TRA 86 apply to
such plan, if the plan satisfied the re-
quirements in §§ 1.401(a)–11T and
1.417(e)–1T.

(ii) See § 1.401(a)–20 for other effective
dates and transitional rules that apply
to plans subject to sections 401(a)(11)
and 417.

[T.D. 8219, 53 FR 31854, Aug. 22, 1988; 53 FR
48534, Dec. 1, 1988, as amended by T.D. 8591, 60
FR 17219, Apr. 5, 1995; T.D. 8620, 60 FR 49221,
Sept. 22, 1995; T.D. 8768, 63 FR 16898, Apr. 7,
1998; T.D. 8796, 63 FR 70011, Dec. 18, 1998; T.D.
8794, 63 FR 70338, Dec. 21, 1998; T.D. 8891, 65
FR 44681, 44682, July 19, 2000]

§ 1.417(e)–1T Restrictions and valu-
ations of distributions from plans
subject to sections 401(a)(11) and
417. (Temporary)

(a) [Reserved]

(b) Consent, etc. requirements—(1) Gen-
eral rule. [Reserved]

(2) Consent. [Reserved]
(c) [Reserved]
(d) For rules regarding the present

value of a participant’s accrued benefit
and related matters, see § 1.417(e)–1(d).

[T.D. 8591, 60 FR 17219, Apr. 5, 1995, as amend-
ed by T.D. 8620, 60 FR 49221, Sept. 22, 1995;
T.D. 8768, 63 FR 16902, Apr. 7, 1998; T.D. 8796,
63 FR 70012, Dec. 18, 1998]

§ 1.419–1T Treatment of welfare ben-
efit funds. (Temporary)

Q–1: What does section 419 of the In-
ternal Revenue Code provide?

A–1: Section 419 prescribes limita-
tions upon deductions for contributions
paid or accrued with respect to a wel-
fare benefit fund. Under section 419 (a)
and (b), an employer’s contributions to
a welfare benefit fund are not deduct-
ible under section 162 (relating to trade
or business expenses) or section 212 (re-
lating to expenses for production of in-
come) but, if the requirements of sec-
tion 162 or 212 are otherwise met, are
deductible under section 419 for the
taxable year of the employer in which
paid to the extent of the welfare ben-
efit fund’s qualified cost (within the
meaning of section 419(c)(1)) for the
taxable year of the fund that relates to
such taxable year of the employer.
Under section 419(g), section 419 and
this section shall also apply to the de-
duction by a taxpayer of contributions
with respect to a fund that would be a
welfare benefit fund but for the fact
that there is no employer-employee re-
lationship between the person pro-
viding the services and the person for
whom the services are provided. Con-
tributions paid to a welfare benefit
fund after section 419 becomes effective
with respect to such contributions are
deemed to relate, first, to amounts ac-
crued and deducted (but not paid) by
the employer with respect to such fund
before section 419 becomes effective
with respect to such contributions and
thus shall not be treated as satisfying
the payment requirement of section
419. See paragraph (b) of Q&A–5 for spe-
cial deduction limits applicable to em-
ployer contributions to welfare benefit
funds with excess reserves.
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Q–2: When do the deduction rules of
section 419, as enacted by the Tax Re-
form Act of 1984, become effective?

A–2: (a) Section 419 generally applies
to contributions paid or accrued with
respect to a welfare benefit fund after
December 31, 1985, in taxable years of
employers ending after that date. See
Q&A–9 of this regulation for special
rules relating to the deduction limit
for the first taxable year of a fiscal
year employer ending after December
31, 1985.

(b) In the case of a welfare benefit
fund which is part of a plan maintained
pursuant to one or more collective bar-
gaining agreements (1) between em-
ployee representatives and one or more
employers, and (2) that are in effect on
July 1, 1985 (or ratified on or before
such date), sections 419 shall not apply
to contributions paid or accrued in tax-
able years beginning before the termi-
nation of the last of the collective bar-
gaining agreements pursuant to which
the plan is maintained (determined
without regard to any extension there-
of agreed to after July 1, 1985). For pur-
poses of the preceding sentence, any
plan amendment made pursuant to a
collective bargaining agreement relat-
ing to the plan which amends the plan
solely to conform to any requirement
added under section 511 of the Tax Re-
form Act of 1984 (i.e., requirements
under sections 419, 419A, 512(a)(3)(E),
and 4976) shall not be treated as a ter-
mination of such collective bargaining
agreement. See § 1.419A–2T for special
rules relating to the application of sec-
tion 419 to collectively bargained wel-
fare benefit funds.

(c) Notwithstanding paragraphs (a)
and (b), section 419 applies to any con-
tribution of a facility to a welfare ben-
efit fund (or other contribution, such
as cash, which is used to acquire, con-
struct, or improve such a facility) after
June 22, 1984, unless such facility is
placed in service by the fund before
January 1, 1987, and either (1) is ac-
quired or improved by the fund (or con-
tributed to the fund) pursuant to a
binding contract in effect on June 22,
1984, and at all times thereafter, or (2)
the construction of which was begun by
or for the welfare benefit fund before
June 22, 1984. See Q&A–11 of this regu-
lation for special rules relating to the

application of section 419 to the con-
tribution of a facility to a welfare ben-
efit fund (and to the contribution of
other amounts, such as cash, used to
acquire, construct, or improve such a
facility) before section 419 generally
becomes effective with respect to con-
tributions to the fund.

Q–3. What is a ‘‘welfare benefit fund’’
under section 419?

A–3. (a) A ‘‘welfare benefit fund’’ is
any fund which is part of a plan, or
method or arrangement, of an em-
ployer and through which the employer
provides welfare benefits to employees
or their beneficiaries. For purposes of
this section, the term ‘‘welfare ben-
efit’’ includes any benefit other than a
benefit with respect to which the em-
ployer’s deduction is governed by sec-
tion 83(h), section 404 (determined
without regard to section 404(b)(2)),
section 404A, or section 463.

(b) Under section 419(e)(3) (A) and (B),
the term ‘‘fund’’ includes any organiza-
tion described in section 501(c) (7), (9),
(17) or (20), and any trust, corporation,
or other organization not exempt from
tax imposed by chapter 1, subtitle A, of
the Internal Revenue Code. Thus, a
taxable trust or taxable corporation
that is maintained for the purpose of
providing welfare benefits to an em-
ployer’s employees is a ‘‘welfare ben-
efit fund.’’

(c) Section 419(e)(3)(C) also provides
that the term ‘‘fund’’ includes, to the
extent provided in regulations, any ac-
count held for an employer by any per-
son. Pending the issuance of further
guidance, only the following accounts,
and arrangements that effectively con-
stitute accounts, as described below,
are ‘‘funds’’ within section 419(e)(3)(C).

A retired lives reserve or a premium
stabilization reserve maintained by an
insurance company is a ‘‘fund,’’ or part
of a ‘‘fund,’’ if it is maintained for a
particular employer and the employer
has the right to have any amount in
the reserve applied against its future
years’ benefit costs or insurance pre-
miums. Also, if an employer makes a
payment to an insurance company
under an ‘‘administrative services
only’’ arrangement with respect to
which the life insurance company
maintains a separate account to pro-
vide benefits, then the arrangement
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would be considered to be a ‘‘fund.’’ Fi-
nally, an insurance or premium ar-
rangement between an employer and
an insurance company is a ‘‘fund’’ if,
under the arrangement, the employer
has a right to a refund, credit, or addi-
tional benefits (including upon termi-
nation of the arrangement) based on
the benefit or claims experience, ad-
ministrative cost experience, or invest-
ment experience attributable to such
employer. However, an arrangement
with an insurance company is not a
‘‘fund’’ under the previous sentence
merely because the employer’s pre-
mium for a renewal year reflects the
employer’s own experience for an ear-
lier year if the arrangement is both
cancellable by the insurance company
and cancellable by the employer as of
the end of any policy year and, upon
cancellation by either of the parties,
neither of the parties can receive a re-
fund or additional amounts or benefits
and neither of the parties can incur a
residual liability beyond the end of the
policy year (other than, in the case of
the insurer, to provide benefits with re-
spect to claims incurred before can-
cellation). The determination whether
either of the parties can receive a re-
fund or additional amounts or benefits
or can incur a residual liability upon
cancellation of an arrangement will be
made by examining both the contrac-
tual rights and obligations of the par-
ties under the arrangement and the ac-
tual practice of the insurance company
(and other insurance companies) with
respect to other employers upon can-
cellation of similar arrangements.
Similarly, a disability income policy
does not constitute a ‘‘fund’’ under the
preceding provisions merely because,
under the policy, an employer pays an
annual premium so that employees
who became disabled in such year may
receive benefit payments for the dura-
tion of the disability.

Q–4: For purposes of determining the
section 419 limit on the employer’s de-
duction for contributions to the fund
for a taxable year of the employer,
which taxable year of the welfare ben-
efit fund is related to the taxable year
of the employer?

A–4: The amount of an employer’s de-
duction for contributions to a welfare
benefit fund for a taxable year of the

employer is limited to the ‘‘qualified
cost’’ of the welfare benefit fund for
the taxable year of the fund that is re-
lated to such taxable year of the em-
ployer. The taxable year of the welfare
benefit fund that ends with or within
the taxable year of the employer is the
taxable year of the fund that is related
to the taxable year of the employer.
Thus, for example, if an employer has a
calendar taxable year and it makes
contributions to a fund having a tax-
able year ending June 30, the ‘‘qualified
cost’’ of the fund for the taxable year
of the fund ending on June 30, 1986, ap-
plies to limit the employer’s deduction
for contributions to the fund in the em-
ployer’s 1986 taxable year. In the case
of employer contributions paid directly
to an account or arrangement with an
insurance company that is treated as a
welfare benefit fund for the purposes of
section 419, the policy year will be
treated as the taxable year of the fund.
See Q&A–7 of this regulation for spe-
cial section 419 rules relating to the co-
ordination of taxable years for the tax-
able year of the employer in which a
welfare benefit fund is established and
for the next following taxable year of
the employer.

Q–5: What is the ‘‘qualified cost’’ of a
welfare benefit fund for a taxable year
under section 419?

A–5: (a) Under section 419(c), the
‘‘qualified cost’’ of a welfare benefit
fund for a taxable year of the fund is
the sum of: (1) The ‘‘qualified direct
cost’’ of such fund for such taxable
year of the fund, and (2) the amount
that may be added to the qualified
asset account for such taxable year of
the fund to the extent that such addi-
tion does not result in a total amount
of such account as of the end of such
taxable year of the fund that exceeds
the applicable account limit under sec-
tion 419A(c). However, in calculating
the qualified cost of a welfare benefit
fund for a taxable year of the fund, this
sum is reduced by the fund’s ‘‘after-tax
income’’ (as defined in section 419(c)(4))
for such taxable year of the fund. Also,
the qualified cost of a welfare benefit
fund is reduced further under the provi-
sions of paragraph (b) of this Q&A.

(b)(1) Pursuant to section 419A(i),
notwithstanding section 419 and § 1.419–
1T, contributions to a welfare benefit
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fund during any taxable year of the
employer beginning after December 31,
1985, shall not be deductible for such
taxable year to the extent that such
contributions result in the total
amount in the fund as of the end of the
last taxable year of the fund ending
with or within such taxable year of the
employer exceeding the account limit
applicable to such taxable year of the
fund (as adjusted under section
419A(f)(7)). Solely for purposes of this
subparagraph, (i) contributions paid to
a welfare benefit fund during the tax-
able year of the employer but after the
end of the last taxable year of the fund
that relates to such taxable year of the
employer, and (ii) contributions ac-
crued with respect to a welfare benefit
fund during the taxable year of the em-
ployer or during any prior taxable year
of the employer (but not actually paid
to such fund on or before the end of a
taxable year of the employer) and de-
ducted by the employer for such or any
prior taxable year of the employer,
shall be treated as an amount in the
fund as of the end of the last taxable
year of the fund that relates to the tax-
able year of the employer. Contribu-
tions that are not deductible under this
subparagraph are in excess of the quali-
fied cost of the welfare benefit fund for
the taxable year of the fund that re-
lates to the taxable year of the em-
ployer and thus are treated as contrib-
uted to the fund on the first day of the
employer’s next taxable year.

(2) Paragraph (b)(1) of this section
shall not apply to contributions with
respect to a collectively bargained wel-
fare benefit fund within the meaning of
§ 1.419A–2T. In addition, paragraph
(b)(1) of this section shall not apply to
any taxable year of an employer begin-
ning after the end of the earlier of the
following taxable years: (i) the first
taxable year of the employer beginning
after December 31, 1985, for which the
employer’s deduction limit under sec-
tion 419 (after the application of para-
graph (b)(1) of this section) is at least
equal to the qualified direct cost of the
fund for the taxable year (or years) of
the fund that relates to such first tax-
able year of the employer, or (ii) the
first taxable year of the employer be-
ginning after December 31, 1985, with or
within which ends the first taxable

year of the fund with respect to which
the total amount in the fund as of the
end of such taxable year of the fund
does not exceed the account limit for
such taxable year of the fund (as ad-
justed under section 419A(f)(7)).

(3) For example, assume an employer
with a taxable year ending June 30 and
a welfare benefit fund with a taxable
year ending January 31. During its tax-
able year ending June 30, 1987, and on
or before January 31, 1987, the em-
ployer contributes $250,000 to the fund,
and during the remaining portion of its
taxable year ending June 30, 1987, the
employer contributes $200,000. The
qualified direct cost of the fund for its
taxable year ending January 31, 1987, is
$500,000, the account limit applicable to
such taxable year (after the adjust-
ment under section 419A(f)(7)) is
$750,000, and the total amount in the
fund as of January 31, 1987, is $800,000.
Before the application of this para-
graph, the employer may deduct the
entire $450,000 contribution for its tax-
able year ending June 30, 1987. How-
ever, under this paragraph, the excess
of (i) the sum of the total amount in
the fund as of January 31, 1987
($800,000), and employer contributions
to the fund after January 31, 1987, and
on or before June 30, 1987 ($200,000),
over (ii) the account limit applicable to
the fund for its taxable year ending
January 31, 1987 ($750,000), is $250,000.
Thus, under this paragraph, only
$200,000 of the $450,000 contribution the
employer made during its taxable year
ending June 30, 1987, is deductible for
such taxable year. If the excess were
$450,000 or greater, no portion of the
$450,000 contribution would be deduct-
ible by the employer for its taxable
year ending June 30, 1987. Such non-
deductible contributions are in excess
of the fund’s qualified cost for the tax-
able year related to the employer’s tax-
able year and thus are deemed to be
contributed on the first day of the em-
ployer’s next taxable year.

(c) See Q&A–7 of this regulation for
special rules relating to the calcula-
tion of the qualified cost of a welfare
benefit fund for an Initial Fund Year
and an Overlap Fund Year (as defined
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in Q&A–7). See Q&A–11 of this regula-
tion for special rules relating to the ap-
plication of section 419 to the contribu-
tion to a welfare benefit fund of a facil-
ity (and to the contribution of other
amounts, such as cash, used to acquire,
construct, or improve a facility) before
section 419 generally becomes effective
with respect to contributions to the
fund. See § 1.419A–2T for special rules
relating to certain collectively bar-
gained welfare benefit funds.

Q–6: What is the ‘‘qualified direct
cost’’ of a welfare benefit fund under
section 419(c)(3)?

A–6: (a) Under section 419(c)(3), the
‘‘qualified direct cost’’ of a welfare
benefit fund for any taxable year of the
fund is the aggregate amount which
would have been allowable as a deduc-
tion to the employer for benefits pro-
vided by such fund during such year
(including insurance coverage for such
year) if (1) such benefits were provided
directly by the employer and (2) the
employer used the cash receipts and
disbursements method of accounting
and had the same taxable year as the
fund. In this regard, a benefit is treated
as provided when such benefit would be
includible in the gross income of the
employee if provided directly by the
employer (or would be so includible but
for a provision of chapter 1, subtitle A,
of the Internal Revenue Code excluding
it from gross income). Thus, for exam-
ple, if a calendar year welfare benefit
fund pays an insurance company in
July 1986 the full premium for coverage
of its current employees under a term
health insurance policy for the twelve
month period ending June 30, 1987, the
insurance coverage will be treated as
provided by the fund over such twelve
month period. Accordingly, only the
portion of the premium for coverage
during 1986 will be treated as a ‘‘quali-
fied direct cost’’ of the fund for 1986;
the remaining portion of the premium
will be treated as a ‘‘qualified direct
cost’’ of the fund for 1987. The ‘‘quali-
fied direct cost’’ for a taxable year of
the fund includes the administrative
expenses incurred by the welfare ben-
efit fund in delivering the benefits for
such year.

(b) If, in a taxable year of a welfare
benefit fund, the fund holds an asset
with a useful life extending substan-

tially beyond the end of the taxable
year (e.g., buildings, vehicles, tangible
assets, and licenses) and, for such tax-
able year of the fund, the asset is used
in the provision of welfare benefits to
employees, the ‘‘qualified direct cost’’
of the fund for such taxable year of the
fund includes the amount that would
have been allowable to the employer as
a deduction under the applicable Code
provisions (e.g., sections 168 and 179)
with respect to the portion of the asset
used in the provision of welfare bene-
fits for such year if the employer had
acquired and placed in service the asset
at the same time the fund received and
placed in service the asset, and the em-
ployer had the same taxable year as
the fund. This rule applies regardless of
whether the fund received the asset
through a contribution of the asset by
the employer or through an acquisition
or the construction by the fund of the
asset. For example, assume that in 1986
a calendar year employer contributes
recovery property under section 168(c)
to a welfare benefit fund with a cal-
endar taxable year to be used in the
provision of welfare benefits. The em-
ployer will be treated as having sold
the property in such year and thus will
recognize gain to the extent that the
fair market value of the property ex-
ceeds the employer’s adjusted basis in
the property. In this regard, see section
1239(d). Also, the employer will be
treated as having made a contribution
to the fund in such year equal to the
fair market value of the property. Fi-
nally, the qualified direct cost of the
welfare benefit fund for 1986 will in-
clude the amount that the employer
could have deducted in 1986 with re-
spect to the portion of the property
used in the provision of welfare bene-
fits if the employer had acquired the
property in 1986 and had placed the
property in service when the fund actu-
ally placed the property in service.
Similarly, for example, assume that in
1986 a welfare bendfit fund purchases
and places in service a facility to be
used in the provision of welfare bene-
fits. The qualified direct cost of the
fund for 1986 will include the amount
that the employer could have deducted
with respect to such facility if the em-
ployer had purchased and placed in
service the facility at the same time
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that the fund purchased and placed in
service the facility.

(c) The qualified direct cost of a wel-
fare benefit fund does not include ex-
penditures by the fund that would not
have been deductible if they had been
made directly by the employer. For ex-
ample, a fund’s purchase of land in a
year for an employee recreational fa-
cility will not be treated as a qualified
direct cost because, if made directly by
the employer, the purchase would not
have been deductible under section 263.
See also sections 264 and 274.

(d) Notwithstanding the preceding
paragraphs, the qualified direct cost of
a welfare benefit fund with respect to
that portion of a child care facility
used in the provision of welfare bene-
fits for a year will include the amount
that would have been allowable to the
employer as a deduction for the year
under a straight-line depreciation
schedule for a period of 60 months be-
ginning with the month in which the
facility is placed in service under rules
similar to those provided for section
188 property under § 1.188–1(a). For pur-
poses of this section, a ‘‘child care fa-
cility’’ is tangible property of a char-
acter subject to depreciation that is lo-
cated in the United States and specifi-
cally used as an integral part of a
‘‘qualified child care center facility’’
within the meaning of § 1.188–1(d)(4).

(e) See Q&A–7 of this regulation for
special section 419 rules relating to the
calculation of the qualified direct cost
of a welfare benefit fund for an Initial
Fund Year and an Overlap Fund Year
(as defined in Q&A–7). See Q&A–11 of
this regulation for special rules relat-
ing to the contribution to a welfare
benefit fund of a facility (and to the
contribution of other amounts, such as
cash, used to acquire, construct, or im-
prove a facility) before section 419 gen-
erally becomes effective with respect
to contributions to the fund.

Q–7: What special rules apply for pur-
poses of determining the section 419
limit on the employer’s deduction for
contributions to a welfare benefit fund
for the taxable year of the employer in
which the fund is established and for
the next following taxable year of the
employer?

A–7: (a) If the taxable year of a wel-
fare benefit fund is the same as the

taxable year of the employer, there are
no special rules that apply for purposes
of determining the section 419 limit on
an employer’s deduction for contribu-
tions to the fund for either the taxable
year of the employer in which the fund
is established or the next following
taxable year of the employer. However,
if the taxable year of a welfare benefit
fund is different from the taxable year
of the employer, the general section 419
rules are modified by the special rules
set forth below for purposes of deter-
mining the section 419 deduction limit
for the taxable year of the employer in
which a fund is established and for the
next following taxable year of the em-
ployer.

(b) If a welfare benefit fund is estab-
lished after December 31, 1985, during a
taxable year of an employer and either
(i) the first taxable year of the fund
ends after the close of such taxable
year of the employer, or (ii) the first
taxable year of the fund is six months
or less and ends before the close of such
taxable year of the employer and the
second taxable year of the fund begins
before and ends after the close of such
taxable year of the employer, the tax-
able year of the fund that contains the
closing day of such taxable year of the
employer will be treated as an ‘‘Over-
lap Fund Year.’’ For purposes of deter-
mining the limit on the employer’s de-
duction for contributions to a welfare
benefit fund for the taxable year of the
employer in which the fund was estab-
lished, the period between the begin-
ning of the fund’s Overlap Fund Year
and the end of the employer’s taxable
year in which the Overlap Fund Year
began will be treated as a taxable year
of the fund (‘‘Initial Fund Year’’).

(c) The qualified cost of a welfare
benefit fund for its Initial Fund Year
will be equal to the qualified direct
cost of the fund for such Initial Fund
Year. The qualified cost of a fund for
its Overlap Fund Year will be deter-
mined under the general rules of Q&A–
5 of this regulation and section 419(c),
with the exception that such qualfied
cost will be reduced by the employer
contributions made during the Initial
Fund Year and deductible by the em-
ployer for the taxable year of the em-
ployer in which the Overlap Fund Year
of the fund begins.
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(d) Assume that an employer with a
calendar taxable year establishes on
July 1, 1986, a welfare benefit fund with
a taxable year ending on June 30. The
fund’s first taxable year from July 1,
1986, to June 30, 1987, is an Overlap
Fund Year. The employer contributes
$1,000 to the fund during its taxable
year ending December 31, 1986 (i.e., dur-
ing the period between July 1, 1986, and
December 31, 1986, which is also the Ini-
tial Fund Year) and another $1,500 to
the fund during its taxable year ending
December 31, 1987. Assume further that
the qualified direct cost of the fund for
the Initial Fund Year is $900 and that
the qualified cost for the Overlap Fund
Year is $2,500 (prior to the reduction re-
quired by paragraph (c) of this Q&A).
Under the special rules of paragraphs
(b) and (c), the employer may deduct
$900 for its taxable year ending on De-
cember 31, 1986, and $1,600 for its tax-
able year ending on December 31, 1987.
If the qualified direct cost of the fund
for the Initial Fund Year had been
$1,050 and the qualified cost for the
Overlap Fund Year had been $2,500
(prior to the reduction required by
paragraph (c) of this Q&A), the employ-
er’s deduction for its taxable year end-
ing December 31, 1986, would have been
$1,000 and its deduction for its taxable
year ending December 31, 1987, would
have been $1,500.

(e) Assume that an employer with a
calendar taxable year establishes on
March 1, 1986, a welfare benefit fund
with a taxable year ending June 30.
Thus, the fund has a short first taxable
year ending June 30, 1986, an Overlap
Fund Year from July 1, 1986, until June
30, 1987, and an ongoing June 30 taxable
year. The employer contributes $1,750
to the fund during the employer’s tax-
able year ending December 31, 1986—
$750 during the short first taxable year
of the fund and $1,000 during the Initial
Fund Year (i.e., the period between
July 1, 1986, and December 31, 1986)—
and $1,500 to the fund during its taxable
year ending December 31, 1987. Assume
that the qualified cost of the fund for
the short first taxable year of the fund
is $800, the qualified direct cost for the
Initial Fund Year is $900, and the quali-
fied cost for the Overlap Fund Year is
$2,500 (prior to the reduction required
by paragraph (c) of this Q&A). Under

the special rules of paragraphs (b) and
(c), the employer may deduct $1,700 for
its taxable year ending December 31,
1986, and $1,550 for its taxable year end-
ing December 31, 1987.

Q–8: How does section 419 treat an
employer’s contribution with respect
to a welfare benefit fund in excess of
the applicable deduction limit for a
taxable year of the employer?

A–8: (a) If an employer makes con-
tributions to a welfare benefit fund in
a taxable year of the employer and
such contributions (when combined
with prior contributions that are
deemed under the rule of this Q&A and
section 419(d) to have been made in
such taxable year) exceed the section
419 deduction limit for such taxable
year of the employer, the excess
amounts are deemed to be contributed
to the fund on the first day of the next
taxable year of the employer. Such
deemed contributions are combined
with amounts actually contributed by
the employer to the fund during the
next taxable year and may be deduct-
ible for such year, subject to the other-
wise applicable section 419 deduction
limit for such year.

(b) Contributions to a welfare benefit
fund on or before December 31, 1985,
that were not deductible by the em-
ployer for any taxable year of the em-
ployer ending on or before December
31, 1985, or for the first taxable year of
the employer ending after December 31,
1985, as pre-1986 contributions (see
Q&A–9 of this regulation) are deemed
to be contributed to the fund on Janu-
ary 1, 1986, However, see Q&A–11 of this
regulation for special rules relating to
the contribution to a welfare benefit
fund of amounts (such as cash) used to
acquire, construct, or improve a facil-
ity before section 419 generally be-
comes effective with respect to con-
tributions to the fund. Generally, such
contributions (to the extent that they
were made after June 22, 1984 and on or
before December 31, 1985) are treated as
nondeductible pre-1986 contributions
and are deemed to be contributed in
the form of a facility at the same time
as when the facility is placed in service
by the fund.

Q–9: How does an employer with a fis-
cal taxable year calculate its deduction
limit for contributions with respect to
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a welfare benefit fund for the first tax-
able year of the employer ending after
December 31, 1985?

A–9: (a) If the first taxable year of an
employer ending after December 31,
1985 (or, if applicable under paragraph
(b) of Q&A–2 of this section, the first
taxable year of an employer beginning
after termination of the last of the col-
lective bargaining agreements pursu-
ant to which the fund is maintained) is
a fiscal year, the employer’s deduction
for such taxable year for contributions
to a welfare benefit fund that is not a
collectively bargained welfare benefit
fund under § 1.419A–2T is limited to the
greater of the following two amounts:
(1) The contributions paid to the fund
during such first taxable year up to the
qualified cost of the welfare benefit
fund for the taxable year of the fund
that relates to such taxable year of the
employer, and (2) the contributions
paid to the fund during the 1985 portion
of such first taxable year of the em-
ployer (‘‘the pre-1986 contributions’’) to
the extent that such pre-1986 contribu-
tions are deductible under the rules
governing the deduction of such con-
tributions before section 419 generally
becomes effective (including the rules
set forth in Q&A–10 of this regulation,
modified for purposes of this Q&A–9 by
substituting ‘‘December 31, 1986’’ for
‘‘December 31, 1985’’ in paragraph (c)).
See Q&A–11 of this regulation for spe-
cial rules relating to the contribution
to a welfare benefit fund of a facility
(and to the contribution of other
amounts, such as cash, used to acquire,
construct, or improve such a facility)
before section 419 generally becomes ef-
fective with respect to contributions to
such fund.

(b) For example, assume that an em-
ployer with a taxable year ending June
30, contributes to a welfare benefit
fund with a taxable year ending Janu-
ary 31. This employer contributes $1,000
to the fund between July 1, 1985, and
December 31, 1985, and an additional
$500 to the fund between January 1,
1986, and June 30, 1986. Assume further
that the qualified direct cost of the
fund for the taxable year of the fund
ending January 31, 1986, is $500 and that
the qualified cost for such taxable year
is $800. Under the deduction rule set
forth above, the employer’s deduction

for its taxable year ending June 30,
1986, is the greater of two amounts: (1)
The contributions made during such
full taxable year ($1,500) up to the
qualifed cost of the fund with respect
to such taxable year ($800), and (2) the
pre-1986 contributions ($1,000) to the ex-
tent that such pre-1986 contributions
are deductible under the pre-section 419
rules. In determining the extent to
which the pre-1986 contributions are
deductible under the pre-section 419
rules, the rules contained in Q&A–10
apply as though December 31, 1985, in
paragraph (c) were December 31, 1986.
Assuming that only $875 is deductible
under the pre-section 419 rules, because
$875 is greater than $800, this employer
may deduct $875 for its first taxable
year ending after December 31, 1985.
This full $875 deduction for 1985 is
deemed to consist entirely of pre-1986
contributions.

Q–10: How do the rules of sections 263,
446(b), 461(a), and 461(h) apply in deter-
mining whether contributions with re-
spect to a welfare benefit fund are de-
ductible for a taxable year?

A–10: (a) Both before and after the ef-
fective date of section 419 (see Q&A–2 of
this regulation), an employer is al-
lowed a deduction for taxable year for
contributions paid or accrued with re-
spect to a ‘‘welfare benefit fund’’ (as
defined in Q&A–3 of this regulation and
section 419(e)) only to the extent that
such contributions satisfy the require-
ments of section 162 or 212. These re-
quirements must be satisfied after the
effective date of section 419 because 419
requires that (among other require-
ments) contributions to a welfare ben-
efit fund satisfy the requirements of
section 162 or 212.

(b) Except as provided in paragraphs
(c) and (d), in determinig the extent to
which contributions paid or accrued
with respect to welfare benefit fund
satisfy the requirements of section 162
or 212 for a taxable year (both before
and after section 419 generally becomes
effective with respect to such contribu-
tions), the rules of sections 263, 446(b),
461(a) (including the rules that relate
to the creation of an asset with a use-
ful life extending substantially beyond
the close of the taxable year), and
461(h) (to the extent that such section
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is effective with respect to such con-
tributions) are are generally applica-
ble.

(c) Notwithstanding paragraph (b),
under the authority of section 7805(b),
the rules of sections 263, 446(b), and
461(a) shall not be applied in deter-
mining the extent to which an employ-
er’s contribution with respect to a wel-
fare benefit fund is deductible under
section 162 or 212 with respect to any
taxable year of the employer ending on
or before December 31, 1985, to the ex-
tent that, for such taxable year, (1) the
contribution was made pursuant to a
bona fide collective bargaining agree-
ment requiring fixed and determinable
contributions to a collectively bar-
gained welfare benefit fund (as defined
in § 1.419A–2T), or (2) the contribution
was not in excess of the amount de-
ductible under the principles of Rev-
enue Rulings 69–382, 1969–2 C.B. 28; 69–
478, 1969–2 C.B. 29; and 73–599, 1973–2
C.B. 40, modified as appropriate for
benefits for active employees.

(d) Notwithstanding paragraph (b), in
determining the extent to which con-
tributions paid or accrued with respect
to a welfare benefit fund are deductible
under section 419, the rules of sections
263, 446(b), and 461(a) will be treated as
having been satisfied to the extent that
such contributions satisfy the other-
wise applicable rules of section 419.
Thus, for example, contributions to a
welfare benefit fund will not fail to be
deductible under section 419 merely be-
cause they create an asset with a use-
ful life extending substantially beyoud
the close of the taxable year if such
contributions satisfy the otherwise ap-
plicable requirements of section 419.

(e) In determining the extent to
which contributions with respect to a
welfare benefit fund satisfy the re-
quirements of section 461(h) for any
taxable year for which section 461(h) is
effective, pursuant to the authority
under section 461(h)(2), economic per-
formance occurs as contributions to
the welfare benefit fund are made.
Solely for purposes of section 461(h), in
the case of an employer’s taxable year
ending on or after July 18, 1984, and on
or before March 21, 1986, contributions
made to the welfare benefit fund after
the end of such taxable year and on or
before March 21, 1986 shall be deemed

to have been made on the last day of
such taxable year.

Q–11: What special section 419 rules
apply to the payment or accrual with
respect to a welfare benefit fund of a
facility (and the payment or accrual of
other amounts, such as cash, used to
acquire, construct, or improve such a
facility)?

A–11: (a)(1) In the case of an employ-
er’s payment or accrual with respect to
a welfare benefit fund after June 22,
1984, and on or before December 31, 1985
(or, if applicable under paragraph (b) of
Q&A–2 of this regulation, before sec-
tion 419 generally becomes effective
with respect to contributions to such
fund), of a facility, the rules of section
419, § 1.419–1T, and § 1.419A–2T generally
apply to determine the extent to which
such contribution is deductible by the
employer for its taxable year of con-
tribution. For this purpose, however,
the facility is to be treated as the only
contribution made to the fund and the
qualified cost of the fund for the tax-
able year of the fund in which the facil-
ity was contributed is to be equal to
the qualified direct cost directly at-
tributable to the facility (as deter-
mined under Q&A–6 of this regulation).
Also, for this purpose, the welfare ben-
efit fund to which the facility was con-
tributed may not be aggregated with
any other fund. For purposes of this
Q&A, ‘‘facility’’ means any tangible
asset with a useful life extending sub-
stantially beyond the end of the tax-
able year (e.g., vehicles, buildings) and
any intangible asset (e.g., licenses) re-
lated to a tangible asset, whether or
not such asset is used in the provision
of welfare benefits. See, however, para-
graph (c) of Q&A–2 of this regulation
for a binding contract exception.

(2) For example, assume that an em-
ployer and a welfare benefit fund each
has a calendar taxable year and that,
during 1985, the employer contributes
to the fund $200,000 in cash and a facil-
ity with a fair market value of $100,000.
Such facility is used in the provision of
welfare benefits under the fund. The
employer is treated as having sold the
facility in such year and thus will rec-
ognize gain to the extent that the fair
market value of the facility exceeds
the employer’s adjusted basis in the fa-
cility. In this regard, see section
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1239(d). The extent to which the facil-
ity contribution is deductible by the
employer for its 1985 taxable year is de-
termined as though it were the only
contribution made by the employer to
the fund during such year and the
qualified cost of the fund for the tax-
able year of the fund in which the con-
tribution was made (i.e., the 1985 tax-
able year) were equal to the amount
that would have been allowable to the
employer as a deduction for such year
under the applicable Code provisions
with respect to the portion of the facil-
ity used in the provision of welfare
benefits for such year if the employer
had placed in service the facility at the
time the fund placed in service the fa-
cility and if the employer had the same
taxable year as the fund. If, under
these assumptions, the employer would
have been allowed a $10,000 deduction
with respect to the facility for the 1985
taxable year, the fund’s qualified cost
for its 1985 taxable year would be only
$10,000. Thus, only $10,000 of the $100,000
facility contribution would be deduct-
ible by the employer for its 1985 tax-
able year (i.e., the taxable year of the
employer with or within which the ap-
plicable taxable year of the fund ends).
However, in determining the extent to
which the $200,000 in cash is deductible
by the employer for its 1985 taxable
year, the $100,000 facility is not to be
disregarded. Thus, if under the applica-
ble pre-section 419 rules the employer
is allowed for 1985 a total deduction of
only $175,000, the employer would be
permitted a deduction for 1985 of
$175,000 ($10,000 with respect to the fa-
cility and $165,000 of the cash contribu-
tion). The nondeductible portion of the
cash contribution is to be treated as
contributed to the fund on the first day
of the next taxable year of the em-
ployer. If under the applicable pre-sec-
tion 419 rules the employer were al-
lowed a total deduction of $300,000 for
1985, the employer would be permitted
a deduction for 1985 of only $210,000
($10,000 with respect to the facility and
the full $200,000 cash contribution).

(3) For example, assume that an em-
ployer has a June 30 taxable year and
maintains a welfare benefit fund with a
taxable year ending January 31. During
the 1985 portion of its taxable year end-
ing June 30, 1986, the employer contrib-

utes $50,000 in cash and a facility with
a fair market value of $100,000; and dur-
ing the 1986 portion of such taxable
year, the employer contributes another
$75,000 in cash to the fund. The facility
is used in the provision of welfare bene-
fits under the fund. Under the rules of
Q&A–9 of this regulation, the employ-
er’s deduction for its June 30, 1986, tax-
able year is limited to the greater of
the following two amounts: (i) The con-
tributions paid to the fund during such
taxable year ($225,000) up to the quali-
fied cost of the fund for the taxable
year of the fund ending January 31,
1986, and (ii) the contributions paid to
the fund during the 1985 portion of the
employer’s taxable year ending June
30, 1986 (‘‘the pre-1986 contributions’’)
($150,000) to the extent that such pre-
1986 contributions are deductible under
the rules governing the deduction of
such contributions before section 419 is
generally effective with respect to the
fund. For purposes of this rule, the con-
tribution of the facility on or before
December 31, 1985, is to be treated as a
pre-1986 contribution and the rules of
section 419 and this Q&A are to be
treated as rules governing the deduc-
tion of such contribution before section
419 generally becomes effective with re-
spect to the fund. Thus, in determining
the extent to which the facility is de-
ductible as a pre-1986 contribution
under the rules before section 419 gen-
erally becomes effective, the facility is
treated as the only contribution to the
welfare benefit fund and the qualified
cost of such fund for the taxable year
of the fund in which the facility was
contributed is the amount that would
have been allowable to the employer as
a deduction with respect to the portion
of the facility used in the provision of
welfare benefits if the employer had
placed in service the facility at the
same time that the fund placed in serv-
ice the facility and the employer’s tax-
able year ended on January 31, 1986.

(b)(1) The preceding rules shall also
apply for purposes of determining when
and the extent to which an employer
may deduct contributions or other
items and amounts after June 22, 1984
and on or before December 31, 1985 (or,
if applicable under paragraph (b) of
Q&A–2 of this regulation, before sec-
tion 419 generally becomes effective
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with respect to contributions to the
fund) that are not facilities (e.g., cash
contributions) to a welfare benefit fund
that are used by the fund to acquire,
construct, or improve a facility. The
most recent non-facility contributions
made to a welfare benefit fund before
the facility in question is placed in
service by the fund (up to the fair mar-
ket value of the facility at such time)
are to be treated as used by the fund
for the acquisition, construction, or
improvement (as the case may be) of
such facility. To the extent that con-
tributions before such a facility is
placed in service are not at least equal
to the value of the facility at such
time, contributions after such date (up
to the value of the facility at the time
it is placed in service) are treated as
used for acquisition, construction, or
improvement of the facility. Such non-
facility contributions, to the extent
that they were made after June 22,
1984, and on or before December 31, 1985
(or, if applicable under paragraph (b) of
Q&A–2 of this regulation, before sec-
tion 419 generally becomes effective
with respect to contributions to the
fund), are not deductible by the em-
ployer as non-facility contributions for
any year. Instead, the employer is per-
mitted a deduction with respect to
such contributions only under the rules
of this Q&A as though the employer
had contributed a facility to the fund
at the same time that the fund placed
in service the facility in question and,
at such time, the facility had a fair
market value equal to the total of such
non-facility contributions.

(2) For example, assume that an em-
ployer and a welfare benefit fund each
has a calendar taxable year and during
1985 the fund acquired and placed in
service a facility with a fair market
value of $100,000 to be used in the provi-
sion of welfare benefits. Further, dur-
ing July 1984 the employer contributed
$150,000 in cash to the fund and, during
the portion of 1985, before the facility
was placed in service by the fund, the
employer contributed another $75,000 in
cash to the fund; during the remaining
portion of 1985, the employer contrib-
uted $125,000 in cash. The facility is
used in the provision of welfare bene-
fits under the fund. Because $25,000 of
the employer’s 1984 contribution is

treated under this rule as used for the
acquisition of a facility, such $25,000 is
not deductible by the employer for
1984. For purposes of determining the
employer’s deduction for 1985, the em-
ployer will be treated as having con-
tributed $125,000 in cash and a facility
with a fair market value of $100,000.
The employer’s deduction for its 1985
taxable year will be determined under
the rules relating to the contribution
of a facility after June 22, 1984, and on
or before December 31, 1985.

(3) For example, assume that an em-
ployer and a welfare benefit fund each
has a calendar taxable year and during
1986 the fund placed in service a facil-
ity with a fair market value of $100,000
to be used in the provision of welfare
benefits. During 1985, the employer
contributed $125,000 in cash to the fund.
During the portion of 1986 before the
facility was placed in service, the em-
ployer contributed $60,000 in cash, and
during the remaining portion of 1986,
the employer contributed another
$75,000 in cash. The facility is used in
the provision of welfare benefits under
the fund. Because $40,000 of its 1985
cash contribution is treated under this
rule as used for the acquisition of the
facility, such $40,000 is not deductible
by the employer for 1985. For purposes
of determining the employer’s deduc-
tion for 1986, the employer will be
treated as though it had contributed a
$40,000 facility to the fund at the time
the fund placed the facility in service.

(c) For purposes of calculating the
‘‘existing excess reserve amount’’
under Q&A–1 of § 1.419A–1T and the ‘‘ex-
isting reserves for post-retirement
medical or life insurance benefits’’
under Q&A–4 of § 1.512(a)–5T (but not
the exempt function income under
Q&A–3 of § 1.512(a)–5T), the amount set
aside as of any applicable date is to be
reduced to the extent that contribu-
tions originally included in such
amount are subsequently treated under
this Q&A as used for the acquisition,
construction, or improvement of an
asset excluded from the calculation of
the total amount set aside under para-
graph (b) of § 1.512(a)–5T (or would be so
treated under this Q&A if it applied to
such asset). The reduction required
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under this paragraph applies for pur-
poses of calculating the ‘‘existing ex-
cess reserve amount’’ and the ‘‘existing
reserves for post-retirement medical or
life insurance benefits’’ for all taxable
years of the welfare benefit fund.

[T.D. 8073, 51 FR 4323, Feb. 4, 1986; 51 FR 7262,
Mar. 3, 1986; 51 FR 11303, Apr. 2, 1986]

§ 1.419A–1T Qualified asset account
limitation of additions to account.
(Temporary)

Q–1: What does the transition rule
under section 419A(f)(7) provide?

A–1: Section 419A(f)(7) provides that,
in the case of a welfare benefit fund
that was in existence on July 18, 1984,
the account limit (as determined under
section 419A(c)) for each of the first
four taxable years of the fund that re-
late to taxable years of the employer
ending after December 31, 1985 (or, if
applicable under paragraph (b) of Q&A–
2 of § 1.419–1T, taxable years of the em-
ployer beginning after the termination
of the last of the collective bargaining
agreements pursuant to which the plan
is maintained) shall be increased by
the following percentages of the ‘‘exist-
ing excess reserve amount’’:

Per-
cent

First taxable year ............................ 80
Second taxable year ......................... 60
Third taxable year ........................... 40
Fourth taxable year ......................... 20

For purposes of this section, the ‘‘ex-
isting excess reserve amount’’ for any
taxable year of a fund is the excess of
(a) the assets actually set aside for pur-
poses described in section 419A(a) at
the close of the first taxable year of
the fund ending after July 18, 1984 (cal-
culated in the manner set forth in
Q&A–3 of § 1.512(a)–3T, and adjusted
under paragraph (c) of Q&A–11 of
§ 1.419–1T), reduced by employer con-
tributions to the fund before the close
of such first taxable year to the extent
that such contributions are not deduct-
ible for the taxable year of the em-
ployer with or within which such tax-
able year of the fund ends and for any
prior taxable year of the employer,
over (b) the account limit which would
have applied to the taxable year of the
fund for which the excess is being com-
puted (without regard to this transi-

tion rule). A welfare benefit fund is
treated as in existence on July 18, 1984,
for purposes of this transition rule only
if amounts were actually set aside in
such fund on such date to provide wel-
fare benefits enumerated under section
419A.

[T.D. 8073, 51 FR 4329, Feb. 4, 1986, as amend-
ed at 51 FR 11303, Apr. 2, 1986]

§ 1.419A–2T Qualified asset account
limitation for collectively bargained
funds. (Temporary)

Q–1: What account limits apply to
welfare benefit funds that are main-
tained pursuant to a collective bar-
gaining agreement?

A–1: Contributions to a welfare ben-
efit fund maintained pursuant to one
or more collective bargaining agree-
ments and the reserves of such a fund
generally are subject to the rules of
sections 419, 419A, and 512. However,
neither contributions to nor reserves of
such a collectively bargained welfare
benefit fund shall be treated as exceed-
ing the otherwise applicable limits of
section 419(b), 419A(b), or 512(a)(3)(E)
until the earlier of: (i) The date on
which the last of the collective bar-
gaining agreements relating to the
fund in effect on, or ratified on or be-
fore, the date of issuance of final regu-
lations concerning such limits for col-
lectively bargained welfare benefit
funds terminates (determined without
regard to any extension thereof agreed
to after the date of issuance of such
final regulations), or (ii) the date 3
years after the issuance of such final
regulations.

Q–2: What is a welfare benefit fund
maintained pursuant to a collective
bargaining agreement for purposes of
Q&A–1?

A–2: (1) For purposes of Q&A–1, a col-
lectively bargained welfare benefit
fund is a welfare benefit fund that is
maintained pursuant to an agreement
which the Secretary of Labor deter-
mines to be a collective bargaining
agreement and which meets the re-
quirements of the Secretary of the
Treasury as set forth in paragraph 2
below.

(2) Notwithstanding a determination
by the Secretary of Labor that an
agreement is a collective bargaining
agreement, a welfare benefit fund is
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